Questions and Answers on ‘Guidance Note on lllustration Document for Participating Policies’
and Guidance Note on lllustration Document for Universal Life (Non-Linked) Policies

Disclaimer: The list of questions and answers are for reference only. Members are
advised to consult their own legal counsel as necessary.

l. Requirements

Q 1 For certain short-term saving plan where the only non-guaranteed element is the
interest rate accumulation, is it required to have projection under optimistic and
pessimistic scenarios?

A 1. The template for participating product applies to any product involving
non-guaranteed element, including products providing guaranteed benefits and
these benefits could be deposited with insurers for accumulation with
non-guaranteed interest rate. In this connection, projection under optimistic and
pessimistic scenarios for non-guaranteed element are required.

Q 2 For policies with policy loan facility, should policy loan projection be included in
the illustration?
A 2. Policy values illustration should be projected as if there is no policy loan.

Nonetheless, insurers should alert policyholders to lapsation risk due to policy
loan exceeding policy value and expected timeline (in years) leading to policy
lapsation based on the assumptions at that time under the following
circumstances:

- when supplementary illustration on basic plan with policy loan is provided;
- when policyholder applies for policy loan ;

- assoon as practicable, after first drawn down due to automatic policy loan;
- on regular policy statement where policy loan has been drawn down.

In addition, insurers should provide a re-projection of policy loan amount upon
request, and policyholders should be informed of such right.

In light of the time needed for system change, OCl agreed to have no-action
period in respect of provision of expected timeline and re-projection of policy loan
amount until 1 July 2017 to allow insurers additional preparation time.
Nonetheless, insurers are required to make best effort to comply with the
requirements as soon as practicable.

Q 3. Are insurers allowed to show supplementary illustrations, such as withdrawal or
premium offset?
A 3 Insurers are allowed to show supplementary illustrations on optional product

feature (except premium offset where the requirement under section 4.1.3 of
Appendix | to the GN16 applies). Unless otherwise stated, insurers should follow
the requirements under standard template for supplementary illustration, in
particular separation of guaranteed and non-guaranteed amounts with column
clearly labeled as “guaranteed” and “non-guaranteed” to indicate the nature of
the amounts. For the avoidance of doubt, it is not required to have customer’s
signature on supplementary illustration.
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Supplementary illustration can be shown as follows:

(a) Insurers can provide supplementary illustration on basic plan with policy
loan to customers.

(b)  In illustrating premium holiday for universal life products, insurers should
follow the requirements under standard template where such projections
under guaranteed/conservative basis and current assumed basis should be
provided.

(c)  For automatic indexation of sum assured, if this is an optional feature that
policyholders can choose to exercise or not, the illustration requirements
should follow paragraph (d) below. Otherwise, such indexation should be
treated as a product feature of a basic plan.

(d)  For products offering optional product features: in case of participating
products, current assumed basis, pessimistic and optimistic scenarios should
be provided for the basic plan excluding the optional feature; in case of a
universal life product, guaranteed/conservative basis and current assumed
basis should be provided for the basic plan excluding the optional feature.
Insurers can include a supplementary illustration to show a projection of the
basic plan with the optional features. It is not required to illustrate benefit
projection under pessimistic/optimistic scenarios for this supplementary
illustration. Future re-projection should be prepared according to the
option chosen by the policyholder (i.e. policy with optional feature chosen
should show the policy value reflecting this option benefits).

(e)  For the avoidance of doubt, riders in general are not considered as optional
product feature. As such, in providing future re-projection, an illustration
on basic plan only should be provided as a minimum. Supplementary
illustration on combining basic plan and riders can be provided separately.

Q 4 For the non-guaranteed benefits, can insurers illustrate a scale which is lower than
that determined under current assumed investment return or current assumed
crediting interest rates?

A 4. For illustration based on the current assumed investment returns or current
assumed crediting interest rates, insurers are allowed to illustrate the values with
investment returns or crediting interest rates not higher than the rates
determined under current assumed basis.

Q &b Are insurers allowed to include a projection under current basis (i.e. current
declared crediting interest rate and current charges) for universal life policies?
A 5. For the template of universal life, it is not allowed to include a projection based on

current declared crediting interest rate and current charges. Projections under
guaranteed/conservative basis and current assumed basis are sufficient for
customer without information overflow.
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Rather than showing a different accumulation interest rate under the pessimistic
and optimistic scenario, can insurers continue to use the prevailing accumulation
interest rate on the projection under participating policy?

For the projections under pessimistic and optimistic scenarios, the accumulation
interest rates (if any) should be determined with reference to the investment
returns assumed in these scenarios.

Under the HKFI Standard lllustration for Participating Policies, it states that
benefits under Pessimistic Scenario are based on a decrease of about x% p.a.
whereas benefits under Optimistic Scenario are based on an increase of about y%
p.a. in comparing with the current assumed investment return. Please elaborate a
bit more about the expectation of x% and y% i.e.: an absolute change of
investment return as compared with the current assumed investment return is
expected, or a percentage change as calculated from the current assumed
investment return should be disclosed?

It is expected that an absolute change of investment return should be disclosed.
For example, if the current assumed investment return is at C%, and the benefits
under Pessimistic Scenario are based on a decrease of about x% p.a., the
Pessimistic Scenario investment return is expected to be (C%-x%)p.a.; similar logic
applies on the Optimistic scenario: the benefits under Optimistic scenario are
based on an increase of about y% p.a., the Optimistic Scenario investment return
is expected to be (C%+y%).

For plans with guaranteed coupons, is it possible to have a separate column to
show it?

For products offering guaranteed cash coupon(s), if pay-out basis is to be
illustrated, a column illustrating the guaranteed cash coupons and relevant
explanatory notes should be added beyond the column of “Total Premium Paid”.
On the other hand, if accumulation basis is to be illustrated, the guaranteed
coupon amount should be added to the “Guaranteed” column; whereas the
interest generated from the coupon(s) should be added to the “Accumulated
Dividends and Interest” column (if non-guaranteed) or to the “Guaranteed”
column (if guaranteed).

Formatting and Presentation

Are insurers allowed to highlight certain figures to draw policyholders’ attention?
For instance, some insurers show figures for every 5 years in boldface in the
illustration template for ease of reading. Please clarify if insurers can keep this
format in future.

No. Only those figures which are guaranteed can be highlighted (i.e. bold or
color font). Nonetheless, formatting which are not misleading, and for the
benefit of policyholders (e.g. a line under the row of figures every five policy
years), is allowed.

For premium payment term and benefit term, can we present the premium
payment term and benefit term as pay to certain age instead of number of years?
Yes. For premium payment term and benefit term stated in the template, both “x
years” or “to age x” is acceptable.
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10. For the template of participating policies under Section 3 - illustration summary,
apart from showing the surrender values and death benefits in one page, are

insurers allowed to present the figures in two pages?

10. Yes. |Insurers have an option to present the figures in two pages in the format

below:

For the first page:

SURRENDER VALUE

End of Total
Policy | Premiums Paid Guaranteed Non-Guaranteed

Year Accumulated Terminal Dividend
Dividends and Interest

Total

30
At age
65
(5-year
interval)
At Age
100

For the second page:

DEATH BENEFIT

End of Total
Policy | Premiums Paid Guaranteed Non-Guaranteed

Year Accumulated Terminal Dividend
Dividends and Interest

Total

30
At age
65
(5-year
interval)
At Age
100
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Q 11. For the template of universal life policies under Section 3a - illustration summary,
apart from showing the surrender values and death benefits in one page, are
insurers allowed to present the figures in two pages?

A 11. Yes. Insurers have an option to present the figures in two pages in the format

below:
For the first page:
Guaranteed Basis / Conservative Current Assumed Basis
Basis
[Description of Minimum [Descripti
e ption of Current Assumed
End of Total CRautar?raE?ed Crediting Interest Crediting Interest Rate]
Rolicy Premiums MZ;mursl IC/).gﬂrrent charges are
Year Paid applied Current charges are applied
Ogﬁjoeunt Surrender Value Cgﬁfgmt Surrender Value
1
2
3
4
5
10
15
20
25
30
At age 65
(5-year
interval)
At age
100

For the second page:

Guaranteed Basis / Conservative Current Assumed Basis

Basis
[Description of Minimum Description of Current Assumed
End of Total g“a”;‘gg/eed Crediting Interest [Creditir?g Interest Rate]
Policy Premiums Matg 0 F/)'g'] h
Year Paid apag(”'g(‘jum urrent charges are Current charges are applied
O;:I(Ejoeunt Death Benefit Ogﬁjc;unt Death Benefit
1
2
3
4
5
10
15
20
25
30
At age 65
(5-year
interval)
At age
100
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Q 12
A 12,
Q 13
A 13.
Q 14
A 14,
Q 15
A 15.

Section 3 — Company Customization

Can insurers customize the illustration templates to fit different product features?
Insurers may customize the standard illustration, except otherwise stated, to
exclude information not applicable to the product and not relevant to customers;
and to include additional information provided that such additional information is
not misleading and does not otherwise detract from the information disclosed in
the standard requirements. For example, if the product does not offer terminal
dividend, the column showing terminal dividend and relevant explanatory notes
can be deleted; if the product has different risk classes, the relevant risk classes
can be added provided not misleading; the charge items and description of charges
of universal life products can be revised to be consistent with the product features,
etc.

It is noted that the same illustration document applies to re-projection for inforce
policies. Do insurers have the flexibility to customize the template / format /
wording for the purpose of inforce illustration? For instance, whether initial sum
assured / initial premium should be updated to latest? Should the projection
start from current snapshot instead of policy year 1?

In preparing re-projection for inforce policies, it is required to show insured’s data,
policy benefits and the re-projection under the current assumed basis (i.e. sections
1, 2 and 3 of standard template for participating policies; and sections 1, 2 and 3a
of standard template for universal life policies). The policy benefit summary
should be based on the policy’s updated inforce status (e.g. attained age, current
sum assured, etc). The re-projection should start from the policy year in which
the re-projection is performed and be based on the updated assumptions derived
from the company’s current view of the market outlook. Relevant warnings and
explanatory notes should be suitably modified.

Is any different illustration required for different payout option for
non-guaranteed benefit (i.e. accumulation, premium reduction, cash pay-out etc)?
Also, how is the illustration for reduced paid-up (RPU), extended term insurance
(ETI) policies where future dividend and coupon will be forfeited?

The inforce illustration should follow the current dividend option (e.g. cash payout
or premium offset etc). If the policyholder has chosen dividend accumulation, the
inforce illustration should be projected with dividend accumulated. In case of RPU
and ETI policies where future dividend and coupon are forfeited, inforce
illustration is optional.

Please clarify if the standard illustration template (and the terminology) applies to
re-projection of benefit illustrations.

The requirement to provide benefit projections based on the standard templates
and insurance terminology will apply to i) point-of-sale illustration for new
products and ii) point-of-sale illustration for new policies of current products. For
the sake of clarity, it is expected the insurance terminology in other product
documents (e.g. product brochure, policy provision) are consistent with benefit
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illustration to avoid confusion to policyholders.

It is required to apply the standard templates (except insurance terminology) to
re-projection for inforce policies of current products. If an insurer chooses to
adopt admissible insurance terminology in preparing re-projection for inforce
policies and if the insurance terminologies presented in the re-projection differ to
those in other product documents, the insurer can decide whether a glossary with
mapping of existing terminologies to admissible terminologies needs to be
provided to policyholders.

In light of the time needed for system change, OCl agreed to have no-action period
in respect of provision of point-of-sale illustration for new policies of current
products and inforce re-projection of current products until 1 July 2017 to allow
insurers additional preparation time. Nonetheless, insurers are required to make
best effort to comply with the requirements as soon as practicable.

For the avoidance of doubt, the focus is on insurance terminology, not general
terminology. Alternative admissible and inadmissible insurance terminologies
are shown below:

List of ADMISSIBLE alternative insurance terminology for new policies:
Insurance Admissible alternative Insurance Admissible alternative
terminology in insurance terminology terminology in the insurance terminology

the templates (English) templates (Chinese)
(English) (Chinese)

Participating and Universal life products

Benefit Term Policy Term / Protection | {f[&E4-HH PREETEHA / {RERHE /
up to age Irb Bl / (RIEZRAE

e / PRIEEAZ(5R)
- - Bt E S BlRE [ BHRHE

| SR | SR
fEEE / SETHEE

- Cash coupons -- W [ SRR E
-- Guaranteed monthly -- R H AR / &H
income / Monthly RS
guaranteed annuity
payment Note A
- Paid up addition -- &L FSUF b
-- -- rE K
Premium Premium Term / IRE LA REMETY | RE
Payment Term Premium Payment SOAERE ) RS
Period / Premium R ) ORESUSRA /
Payment up to age SR ETH / RE

T/ RESEET
bk / REGITIE
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Insurance
terminology in

the templates
(English)

Admissible alternative
insurance terminology
(English)

Insurance
terminology in the
templates
(Chinese)

Admissible alternative
insurance terminology
(Chinese)

(%)

Maturity Dividend /
Maturity Bonus

SHARELH] / Hmal Al

Special Dividend /
Special Bonus

Ry BIALA]

Reversionary
Bonus

{RERELA

R IRAIA / PREEME(E
&LF

Surrender Value

Surrender Benefit / Cash
Value

RirsEE

BirfrlE / BIREE
/ \EMEE / HeE
/ R EEE

Sum Assured

Sum Insured

Prbza / ORI

PrER [ PRIEEE /i
PrREH

Supplementary
Benefits

Supplementary Contract
/ Rider

Terminal Dividend - LHHALA -
/ Terminal Bonus
Universal life products
-- = FLOEE IRF{EE
-- - (ERIID®N rbaEH /| ASirb
=
-- -- IRb R AN % IRk AR
Premium Charge  Policy Premium Charge / | &2 REREEHR / (R
Premium Expense TEE A
Charge
Sum At Risk Net Amount At Risk JRREH JEbEEE [ SRR YE b
EE
-- - = =R = AN SR
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Insurance
terminology in

the templates
(English)

List of INADMISSIBLE insurance terminology for new policies:

INADMISSIBLE insurance
terminology (English)

Participating and Universal Life Products

Insurance

terminology in the

templates
(Chinese)

INADMISSIBLE
insurance terminology
(Chinese)

Benefit Term

Coverage up to age

Basis

(Non-Guaranteed) Basis
Note D

Sum Assured Face Amount / Coverage | {%f&<4%H HE
/ Benefit Amount Note B
Participating Products
Accumulated Step up protection cash | ZEFE4L A KA & FEF4LA] | FEETIS
Dividends & value / Step up BEATF] | BFELIA] /
Interest protection face amount / ) o
2T Kl
Accumulated dividends / PR R
Balance of accumulated
dividends
Terminal Maturity Dividend / LRI A HESTALA / HTEAT
Dividend/ Maturity Bonus / Special ] HASHSE | HRAT
Terminal Bonus Dividend / Partner Bonus : T
Note C F/ FFRIETH] / Ff
HIAEE [ KHSEE /
SHATESL [ HRERERSH
il
Universal life products
Account Value Accumulation Value / BEOEE ZfEMEE /| (REE
Accumulated Value / @/ EEEE
Policy Value )
Crediting Interest  Crediting Rate / Interest | Jg & 2 KR | ¢5RFR /
Rate Rate / Projected B2 | FEAFR /
Crediting Rate .
AR
Current Assumed  Current Basis / Projected | ¥ 3By ELpit IRFTERE / ISR

Preg) 5 / THETHOE
PRat) b

Management Charge

— - HHEESURER B R
Premium Charge  Administrative Charges / | {£&Z RS TS
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Insurance INADMISSIBLE insurance Insurance INADMISSIBLE

terminology in terminology (English) terminology in the insurance terminology
the templates templates (Chinese)
(English) (Chinese)
Surrender Charge  Withdrawal Charge BIREH REIEOE [ I8
FiEE
Notes:

A. For products offering monthly income, the guaranteed monthly income cannot be used
to mean sum assured (or initial sum assured). This feature can be included as additional
information on top of the sum assured (or initial sum assured).

B. As mentioned in the Explanatory Notes, companies can include in standard illustration
additional information only if it is relevant to illustrate product features to customers.
For example, the term “Face Amount” defined as the unit measure for premium should
not be used in the illustration.

C. Terminal Dividend refers to dividend payable upon death, surrender or maturity. If the
dividend is only payable upon maturity, it should be named as Maturity Dividend /
Maturity Bonus. For dividend/bonus to be issued under other situation, it could be
labeled as Special Dividend/Bonus or other appropriate terms, provided not misleading
and with detail explanation presented in the illustration.

D. For universal life standard template, crediting interest rate for the current year cannot be
used to mean Current Assumed Basis. Under Current Assumed Basis, current best
estimate crediting interest rate and current scale of charges should be adopted in the
projection. From time to time, current best estimate crediting interest rate may not be
the same as the current crediting interest rate.
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